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During a discussion between Shad, Rep. Dingell, Rep. Thomas A. Luken (D-OH) and
Ranking Minority Member Rep. Matthew J. Rinaldo (R-NJ), shad was asked and agreed
to undertake a study which will contain recommendations to improve the regulation
and oversight of the government securities dealers. This study, requested by the
subcommittee within 90 days, won the endorsement of all the subcommittee members
including Rep. Dingell who stated that "he was comforted by the 90 day response"
and that it was "essential to liquidity that we have buyer confidence." Turning
to a discussion of the SEC’s budget requests, Rep. Wirth expressed some concern
with the SEC’s review of annual reports. Wirth wanted to know if the SEC "was re
viewing enough 10-K's". Shad responded that the SEC's review of 10-K's was up to
14 percent and that with a refined selection criteria, the SEC was able to concen
trate on possible problem areas and that the review was not a random review. Shad
continued by saying that the SEC is planning to review 20 percent of all 10-K's in
1986. As a final question, Rep. Wirth wanted to know if SEC oversight of brokerdealers was adequate. Shad and each of the SEC Commissioners present at the time
responded that it was.
In a related matter, Rep. E. Clay Shaw, Jr. (R-FL) introduced H.R. 1630, "a
bill to permit the Securities and Exchange Commission to regulate the activities
of brokers and dealers with respect to direct and indirect obligations of the
Federal Government and with respect to other exempted securities under the Secur
ities and Exchange Act of 1934." This bill, introduced on 3/20/85, was referred
to the House Energy and Commerce Committee. No further action has been scheduled
at this time.

An AICPA issues paper on LIFO accounting will be regarded as authoritative, according
to staff accounting bulletin No. 58. The issues paper, "Identification and Dis
cussion of Certain Financial Accounting and Reporting Issues Concerning LIFO Inven
tories", gives guidance and advisory conclusions concerning LIFO accounting, but
does not establish financial accounting standards that are enforceable. According
to the SEC, in light of this absence, registrants and their accountants "should
look to the paper for guidance in determining what constitutes acceptable LIFO
accounting practice."

TREASURY, DEPARTMENT OF
Clarification of the circumstances under which disclosure on a return will be adequate
to reduce the underpayment subject to the penalty for substantial understatement
of taxes, was recently released by the IRS. The penalty for substantial under
statement is contained in section 6661 of the Internal Revenue Code.
It was added
to the law in 1982 and, in general, was first applicable to returns due in 1983.
Rev. Proc. 85-19 may be relied on only for returns filed in 1985. Guidance for
returns filed in 1983 and 1984 was provided by Rev. Proc. 83-21, 1983-1 C.B. 680,
and Rev. Proc. 84-19, 1984-1 C.B. 433, respectively. The new guidance for tax
payers is contained in Revenue Procedure 85-19 and will appear in Internal Revenue
Bulletin No. 1985-14, dated 4/8/85.

SPECIAL: JOINT STATEMENT BY TAX COMMITTEE CHAIRMEN
The "effective dates of potential major tax reform legislation" was the title of a
3/15/85 joint statement issued by Rep. Dan Rostenkowski (D-IL), Chairman, House
Committee on Ways and Means, and Sen. Bob Packwood (R-OR) , Chairman, Senate Commit-

GENERAL ACCOUNTING OFFICE
A general restructuring of the government's accounting system has been supported by
the GAO, according to a recent report, "Compendium of GAO's Views on the Cost
Saving Proposals of the Grace Commission". Originally outlined by the President’s
Private Sector Survey on Cost Control, the most prominent recommendations that
have not yet been acted upon include directing the Treasury to assume leadership
in developing a standard, government-wide accounting system, and requiring the
government to prepare a comprehensive annual financial report. Although GAO agrees
that PPSSCC's issues are designed to improve the government’s financial management,
it is generally felt that a conceptual framework for the financial management struc
ture needs to be established to ensure reliable and consistent information for
management control. Among other underlying concepts for this framework are to bud
get and account on the same basis and to use accounting principles that match the
deli very of services with associated cost. Other recommendations outlined in GAO's
report finds "substantial merit" in approximately three-fourths of the 1,436 PPSSCC
recommendations. Copies of the report may be obtained by contacting the GAO at
202/275-6241 and requesting document OCG-85-1.

INTERIOR, DEPARTMENT OF
Authority to audit oil and gas royalties paid on federal leases has been granted to
Montana, Oklahoma, Colorado and North Dakota by Interior’s Minerals Management
Service. According to MMS Director William Bettenberg, "These states receive 50
percent of all royalties collected on federal leases within their boundaries. They
have a vested interest in assuring that royalties are accurately assessed and paid.
The audit agreements give the states a greater opportunity to participate in the
royalty management process." The federal government will pay all costs incurred
by the states in conducting the audits. The funds will be used to conduct compre
hensive audits of royalties collected on federal leases for the last six years.
Authority to collect unpaid or underpaid royalties discovered through the state
audits remains with MMS.

SECURITIES AND EXCHANGE COMMISSION
A study of the regulatory structure governing government securities dealers, to also
contain recommendations for improving their regulation and oversight, was request
ed of SEC Chairman John S.R. Shad by members of an Energy and Commerce Subcommittee
in a hearing, 3/21/85. Appearing before the Subcommittee on Telecommunications,
Consumer Protection and Finance, chaired by Rep. Timothy E. Wirth (D-CO), SEC
Chairman John Shad devoted the balance of his testimony to a discussion of the
issues surrounding the recent receivership of E.S.M. securities, spending the
remainder on the S E C ’s budget requests for fiscal years 1986 through 1988. From
the outset, subcommittee members, including Rep. John D. Dingell (D-MI), questioned
the apparent lack of regulation for dealers in government securities and repeatedly
urged Shad to consider what action can be taken in similar circumstances to prevent
the losses likely to be incurred by savings and loan associations and municipal
ities as a result of the E.S.M. situation. While subcommittee members seem to
favor the expansion of SEC authority over government securities dealers, Shad was
cautious and explained the role of the Federal Reserve Board as the chief regula
tory body for the dealers. Shad was joined in his remarks by SEC Commissioner
Charles L. Marinaccio who expressed his view that "he was not at all sure that the
SEC was the agency to run the overall statutory system." Mr. Marinaccio continued
that the Federal Reserve Board and Treasury might have to play key roles.
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tee on Finance. While not endorsing the Treasury’s tax proposals or any of its
aspects, the Chairmen said: "we wish to state that to the extent the Congress
acts on comprehensive tax reform legislation during the 99th Congress, we support
the thrust of Treasury's statement to the effect that any changes contemplated by
the current proposals will be prospective in their application. Thus, we expect
that, in general, no changes would be effective before 1/1/86."

SPECIAL: OHIO SAVINGS AND LOAN'S/E.S.M. SECURITIES TO BE SUBJECTS OF HEARING
The recent state bank holiday for a number of Ohio savings and loan associations and
the facts surrounding the recent receivership of E.S.M., a government securities
dealer, will be the subjects of a 4/3/85 hearing by the House Government Operations
Subcommittee on Commerce, Consumer and Monetary Affairs. This Subcommittee, chair
ed by Rep. Doug Barnard, Jr. (D-GA), is in the process of contacting witnesses for
the hearing which is currently scheduled for one day. A starting time and hearing
roan have not yet been determined, according to Subcommittee staff. Further infor
mation is expected to be released approximately one week prior to the hearing.
In a related matter, the "Blueprint for Reform", a report on the regulation
of financial services prepared by a Vice Presidential task group, will be the sub
ject of hearings by Rep. Barnard's Subcommittee on 3/26-27/85. According to the
Subcommittee, both sessions "will examine the report, which proposes sweeping
changes in the structure of regulation of financial services. Basically, the "Blue
print" suggests consolidations and reorganizations of the Federal Reserve, Federal
Deposit Insurance Corporation, and Office of the Comptroller of the Currency along
with the creation of a new agency, the Federal Banking Agency." Both hearings will
begin at 10:00 a.m. in Roan 2154 of the Rayburn House Office Building. Witnesses
for the first day include SEC Chairman John S.R. Shad, Edwin Gray, Chairman, FHLBB,
and William Isaac, Chairman, FDIC. Second day witnesses include C. Todd Conover,
Comptroller of the Currency, Paul A. Volcker, Chairman, Board of Governors of the
Federal Reserve System, and representatives of the Department of Justice and Trea
sury.

For additional information, please contact Gina Rosasco or Nick Nichols at
202/872-8190.
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